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While initially focused on the potential consequences 
of alternative capital narket innovations, this project was initiated 
in the fall of 1972 as one outgrowth of the introduction at Yale 
Oniversity bf the Tuition Postponenent Option. A Tuition Pbi^pcnenent 
is viewed as a leans o^ enabling students , to bear an increased, share 
of the cost of education without effectively excluding any student on 
the basis of parental Income or wealth. In effect^ the, student " 
postpones his tuition payment until after his graduation. The purpose 
of this initial prospectus is to present the range of issues with 
Which the project will be concerned over the next 2 to years. The 
first section discusses in greater detail the origins and objectives 
of the research effort by assessing the consequences of ToitioD 
Post port ement, identifying the .posslb;Le iBplicaticns of this type of 
program, and establishing the feasibility and social desirability of 
this form of Income as one eleaent of public higher education policy. ■ 
The second section provides^ more specific descriptions of the 
research that has been inltl^ite.d to date. The/third section briefly 
reviews the organization and staffing of the project. (Author/FG) 
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The privileges of graduates in arts. In law, physic and divinity, 
when they can bo obtained only by residing a certain number of years 
in certain universities, necestorlly force a certain number of students 
to such universities, independent of the merit or vepdtation of the 
teac|iers» • „ ^ I 

The charitable foundations of scholarships, •\ .necessarily attach 
a certalit niimber of students to certain coi:^6geo, indepjendent altogether 
of the merit of tho^e particular colleges... ^ 

> • • .The/greater part of universities have. not heen very forward to * 
adopt those Improvements tin. philosbphyj , aft«r they were made;' and. . . 
have chosen to renain, for a long time, the sanctuariod in which exploded 
systems and .ot>sdlete^preJudices found shelter $nd protection, after they 
had been hunted out oiE every. other corner of the world... 

...it becomes every day more and more the custom to send young peopl 
to travel in foreign countries Immedialely upon their leaving school, and 
without sending them to any university .. . Nothing but the cUscredit into 
which our universities ^re allowing themselves to fall, could ever ha>f% " 
brought into re|>ute so very abs\ird a practice... 

There are no public institutions for the education of women, and ^ 
there is accordingly toothing useless, absurd, or fantastical in the 
common course of their education... 

^ . .The endowmimts'of schools and colleges have, in this manner, 
pot only corrupted the diligence of public teachers, but have rendered, 
'it almost impossible to have any good private ones... 

Tl{e parts of education which are commonly taught in universities, 
it may, pernapa, be said are not very well tisiught. But 'had it tip t 
been for thr^se institutions they would not have been commpnly taught; 
at all. .. ^ ^ 



Adam Smith 
*'0f the Expense of the Institutions 
for the Education of Youth," 
The Wealth of Natio ns, Book V* 
Cho>ter I, Part III, Article^II 
(p.ttslm)(1776]. 



^Preface , - 

. * ■ • ^ I ■ 

' ■ ' ' ...» - 

^ for one more experienced In the plteparation of research proposals* 

prior to their funding^ the development of a prospectus for a project - 

already 'Initiated has raised unique difficulties. The element common 

to most proposals, hyperbole, Ws certainly uimecess^y in thl^ case* 

The Intention, ve?y simply, vas to acquaint the reaiet with the actual . 

objectives of thr Project and indicate the nature of the re^earch^l^ 

ready undertaken. Hopefully the document does ^etve this pur^se* . ^ 

A more specific objective was to Inform relevant members of the 

Yale community of ihe existence of this research effort ^vtd enlist , the 

support and particlp^.tion of those working in similar areas. Situated 

by design at the academic end bf the University spectrum, the success of 

this effort depends both on the quality of the resejirclvji^ on its 

relevance to 'the actual issues facing contemporary higher education/ 

the ability to effectively tip the intellectual resources of the Unlver- 

* . • 

sity will be a crucial determinant' of that success* 

\ • 

The title refers to thii^ prospectus as ''provisional,') primarily to 
indicate that the agenda for research has not been frozen by either 
external forces or internal decision. Vc are quite open to suggestions 
for ^additional foci of analysis and will seriously' consider any comments 
or reactions* ^ 

In preparing this prospectus I have benefited greatly from conver- 
satlons with a number ef individuals, including Merton J, Peck, Kingman 
Brewster, Jr., Richard Nelson, James Tobl^, and Albert W..Buesking, 



} ■ 



The continuing participation of Lou li Sliver sin, a research associate " 
of the Project! has been of Indlspendlble^eneflt In this effptt,. 
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Introduction 



This report cons Citytes^ the first in a series to-be issued l>y . 

the Yal^ Higher Education Re^e^rch Project. This project was initiated 

loathe Fall of 1972 as one out^row^h of the introduction at Yal^ 

University of the Tuiti'oii Pbstponetaent Opbion. Thoae Individuals- - 

responsible for the development of this new instrument of student 

f inance, mokt notably Kingman Brewsiter, Jr. > President « James Tobin^ 

Sterling Professor of Economics, and Albart W« Bueskihg» Associate 

Treasurer and Comptroller, recognized that the long-term success of 

fale* a 'endeavor would hinge largely on the serious analyses of Yale^s 

expefience with Tuition Postponement an^ of the relevance of th^s j 

experience to higher education generally*^ The recognition of^thio" 

need led to the creation of the Higher Educatidi^i Research Project • 

Simultaneously, the Alfred P. Sloan Foundation, which earlier h&d \ 

supported the investigat^n of inr nations in* higher education finance, 

■ ' - . ^ 

expressed interest in the evaluation of the Tuition Postponement ;^ 

experiment and has provided the financial support necessary tp launch 
a major Yale research efforts* * V 

While initially focused on the potential consequences of alter- 
native capital market innovations, the research interests of the 

t ■ - ■ 

project are significantly broader. In fact, it has become quite 
clear that the implications of new borrowing^pportuni lies cannot 



In' addition to the Sloan Foundation, financial support >f or 
various phases of the Tuition Postponement experiment had been 
received from the Ford Foundation and from the U«S. Department of 
Health, Education* and Welfare^ ' . 



be assessed Independently of the larger aspects oi the evolution of 

higher education in the contemporary social .context., Tfie purpose of 

• ■ . - ' ' * , " ' *. " ' - 

this initial prospectus is tp present in' tentative outline the range 

of issues with which t^ie project will be concerned over the n<^xt two . 

to vf our years . * » ■ . 

The first section discusses in gi^ater detaiX the origins and , 

objectives of the research effort* Xh^ second prpvides'' more specific 

descriptions of the res^rch which has been lnitiated< to djtte* The 

third J)rieCly reviews the organization and staffing pf the proje'ct* 



' 1. Origins and Objectives of the Yale Higher Ediicati6n Research Project " 

■ ^ \ ■ ' ' - ' • ' * - : ■ / . - - ' - ' 

In commoni with many of the conmissions, panels i ooardsi et ai; 

which have come into existence since the late 1960's, the Yale 

Higher Education Research Project is a producft of the '•financicl crisis." 

which h4Sk::^ih:,e^ bee^ discovered to infect higher education in the 

United States. The specif ic'anteccdent to the initiation of this 

/ : ■ . . ^ . - . \ ^ ' ■ 

effort was th^ decision of Yale UniyersipyV in the spring of 1971, to . 

introduce on an, experimental basis a new foi;in of financial support, for 

students^ the income contingent loan or Tultlori Postponement. In 

common \Hth many private colleges and iinlversltles and an it)creasing 

number of public institutions, Yale faced a finaifci^ situation w^ich 

dictated either that new options for student finance bp developed .or 

that Yale s commitment to an admissions policy providing access itide- * / 

. . ' ■ ■ ' / . 

pendent of abllity-to-pay be abandoned. ^ In this context^ Tuition 

»'■',' 

Postppnement was viewed as a means of enabling s£uHlents to b^ar an 
increased share of the co^t of education without effectively excluding 
any student on the basis of parental iricom^ or wealth. 

The implementation of this novel form of student finance clearly 
made a deep if^pressioni in and beyond the academic community. In the 
aftermath of Yale's/action Duke and Harvard Universities have Intro-- 
duced their own variations on the income contingent t^emei a number of ^ 
Other in»t^utions, indiv4>duai^ly and in consor^tium, have begun serious 
exploration of the potentialities » executive and legislative initiatives 
have been^m^ in several states, and with the 1972 Higher Education 



Amendments' the Congress, through the Instrumentality of the ♦ 

■ ■/ * • , . r> .... •■ * % . . - , 

I^ational Commission on the Financing of Postseconddry Education, ^ 

i - - ■ . 

has called for the serious examination of the potential role of 

■ ' ■ ' - - r ■ ■ ' ^" .■■ ■ - . . . '■■ 

iniome contingent loans the evolution of federal higffer education^ 

policy* / ^ . ' / * 

• ^ Although signif icant interest has cl^early been aroused by -the ^ 

simple fact of Yale's decision to implement such a program, It Is ' 

\ . • , ■ -\ * ■ ■ ' - ■ • 

.equally' clear th^t the full potentialities of this program will not be 

realised unless substantial effort is devoted to a) assessing the \ 

consequences of Tuition Postponement at Yale, b) identifying the 

prbbaile implications of this type of program for t^ie very diverse 

elements of the broader higher education. system^ an^ c) establishing 

the feasibility and social desirability of income conjtingency as one 

element of public higher education policy. 

Recognizing the need for a serious jresearch effort of this type 

and orientation, the Yale Higher Education Res^^rch Project was 

established. Unlike many other recently launched efforts concerned 

With the current financial condition of higher education, however, this 

project has not been designed as a crash program for the short-term 

' 1 \ ■ * ■ ' 

focusing of intellectual resources on the problems of higher education. 

' \ 

Rather it is hoped that oVer a period of two to four years significant 
knowledge will be accumulated which can inform both public and institu- 

tional higher educatibn ppli^l^es* 

■ .y • . 

While resources initially, will be focused on the issues of income . 
contingency, and specifically oh Yale's experience with Tuition Post- 



ponem^nt» it is Itpparent that the full Ittpllcations of this class 7 
of Innovative capital oarket instrumonts^ cannot be assessed indepen^ 
deftly of the btoader forces operating ion the evolution of highisr 

education in the contempot^iry ' period. Ih consequence » the purview ; 

• . t ^ .li'' f, ^ ' ," / ' - ■■ ■ '; 

^ of' the research has been putpo^ely enlarged to include a broad 

■ . ; ■ . ■■ • i '^''. vi ■ ■ ■ ^' - ' : ■ ■ : ' ' 

spectrum of isdueb relevant to t|ie understanding of higher ^ucatlon ' 
^itx its current social context. * > \ 

For somewhat obvious : reasons, particular conceirn is <levo to 

^ ' . ■ . ■ . , ' ' " . ■ - - ■■■■ ■ ■ . . ■ "^"^ 

the behavior^ r^oj.tx and direction of development 'of private^ highejL ^ 

education. One study is directed tb ^the developt^ent of a positive/ 

noraa^lve theoretic analysis of the bLhavior of the endowed ^leo*- 

mosinary institution, focuslng^on coJ.il.eges and universities as a « 

primary sub-class of endowed institutibns. ItiV pur intention 

eventually to extend, tl|is Analysis to t^e broader issues of instltu* 

tional budgetary policy. ' \ ' j . 

As an Integral f^cet of the aitalyF:!^ of Yale Tuition Postponement, 

■ . ■ .' ' ' ■■ ' • ■ ■ ' 

an early effort, will be ipaade to evaluate the existing system of under- . 

graduate financial aids. |4ominally a system based on^'finan'cial need,'* 

no serious attempt has been made to assesp the adequacy or relevance 

of current criteria for distributing aid. Such an evaluation necessarr 

\^ ^ * 

ily requires the identification of the consequences of aid policies. for 

■■, ■ * . • ' 
different cjLasses of (potential) students and for the composition of 

student bodies. Particular issues of concern include the efirects of 

changes in financial aid policy for: individual inatriculation decisions; 

university offers of admission; the methods employed by students to 



finance th^ir educations; their likelihood of dbopleting baccalaureate ; 
programs » of entering and completing" graduate or prof eaalonal ptograsns^ ^ 
tim^-to-degree in baccalaureate and later programs. Only with answers ' 
to these questions can pricing and financial aids pMlcies be adequately 
eyaluat^e ' , .^^ / * 

^ A number of Additional concerns underlie ^ther studies yhi<:h have 
be^n initlatecr^qr ^re in the planning; stagel , A dominant .interest Is 
the evolution pf ^he **8ocial relations*' of higher education: As tech- 

" .■■-■..r. ■ • ■ - " ■ ; 'v^- ■ . . -.' ■ 

nologies and f^nns of social and economic orgahi^tion ch^ngi^t* what 

are ther^impllcatrions for the functions and structurib of the higher 

, . • . • - ■ ^ 1^ ■ ^ v^v, ^ ■ / ^ ■ ' : . ■ ^ \ ' 

(or mo^f geiierailyi p^§t-sepondary) educationi^l system? A study of the 

- ' ■ ' ' ■ » */\ " / > : ' . . ^' ' • > ^ ■ ■ ^. 

financing of grkdudte education, developed from this peftpective, has . 
already? l]^en "Undertaken^ and extension^' to undergi^adui^ce and professional 
education, with particular attention to recurrent or continuing 'educa* 
tion» are anticipated*^ - ' v 



erJc 



J 



t'l. An Overview o£ Cutren^ Research Efforts 

■■ ' ^ ■ " • ■ ' ' 

. I ■ • . .c . ^ ■ ■ 

■ ■ ■ 4 - ' • • - ■ , * ■ ■• * ■ - - ■ "I, 

Research already initiated under the auspices of the Yale Higher 

Education R<psearch 'Project can be most easily f^jeserlbed und^r three. 

' , ^ ^ j> \ 

he^adings: research dUectly delated to Or deriving from Yale* s Tuition,/ 
Postponement experience, reseatch related to tn'itltutlonal behavior, 

.'■.-■^ ^ : ■ y ..: ■ ■ - ■ : ' 

and r^searc^ concerned liith the broad ef evolution of the higher educa- 
t ion sector i While'these three facets of the research are clearly 
'inte}:relate<iy they provide a convenient framework for discussion* « . . 

^/■.r-' ■ * ■■ - • ■ - ■ 

Tuition fostponeiAeptf IncpAie Cbntlngent Loans and Related Reseych 

./^The IntiroductlonVof the Tuition Postponement Option (TPO) in effect 

represents a social experimentr the results of which should prov^i to be 

- " ^ - ^ ■ * -.^ : . ■ ■ ■ • ^ 

oF great value in the further development of policies for financing 

^higher education* The most* eallly observed responses to ^^0 are changes 

in the meand by which students finance the coats of a Yale education* 

.■ ■ ■ ■ " , ■ ^ ■ - - ■ - --A ' 

Xn this pontext, the fundamental quepL Ion concerns the trad^-«ff between 

alternative sources of financial support Given the level of \het tuition 

.■ "■ , J \ - .- , ^ . ' ■ ' - '.^ ■ . ■ . \ ■ ■ : 

(gtoas* tuition and other ^costs less gift aid), hpw do dtudept^ choose 

between parental contrlbutipns, work and loans to meet the jgpsts )f edu*-* 

cation? ^ The central focus of the research will be on the effects of 

alternative loan forms in determining student choices aml^ng these sources* 

Specifically, the introduction of ^uition Postponement permits us to 

assess changes in the demand for loans resulting from the addition of a 

new type of borrowing opportunity. TPO presents two fundamental depart*- 



ures from the botrowlng options 'previously available (e,gi,gudranteed 
at4 naVtonal defense' loans) : I •The repayment term Is significantly 
^lengthened » and 2. ^ degree of income Inimrance is appended • In both of 
these idimetislpns TP0 te^resents a signlf icint Improvement in the terms 
on which students can draw upon <;apitel aarkets to finance thieit educa- 
tional investments. On ^tli counts it wouW bfc <£)tpected that TPO would 
aignlfickntly aS^ter ^tud en t 'i;el lance on borrowed funds. 

The serious analysis of student i*espOitses to this matked ImptoVe* 

■." ■ ■ ■ ■ " : ^ ■ ■/ ^ ■ ■ ■ • ^ ■ , 

ment in borroVing' oppor timit lea is critically to^ because of ^the 

Significance ascribed to capJlMl ^m^rket imperfect ions ^' source of 

■ - V' y\ • ■ ' ■ - 

»served Inequality of educational opportunity.' Current and^proposed 
tuition attd financial/aid policies, both governmental and institutional/ 

.have been Justified primarily on three grounds* ^ 

PJ^rst, it has been argurd that manyof the benefits of 
education cannon b e' recouped by the student. The existence of such 
extfernal* or social^ benefltsi would Imply lejs than desirable levels of 
investment^ in eduUtlon^re students forced to bear the full cost . . 
ThuSi subsidizatipn la necessary If socially desirable levele. of educa- 
tional attainment are to be achieved . It has of^h been pointed out 
thet the "social benefits" argument is one based primarily op faith*} 
little evidence has been mi^rshallcd to support the claim of significant 
externalities deriving from h^^her education. Furthermore, the exter- 
nellties sword is double-edged; Many recent 8*tudies have focused on^the 
pr,e^de mechanisms through which higher education is translat.ed into 
higher income, and a number^ f "acreenihg" ^nd "queuing^ hypotheses have 



been put forth which view this relationship between education and income 
as essentially superficial. Shoul<i these be corr^t, the external it lea 
fliay be negative rather than positive, i.e» the individual benefits of 
education may exceed the social benefits. j ' ^ ' 

* In this connection^ a study currently In progress develops .several ; 

' " ■ ■ ■ • ' * ' . ' ■ ' ' ' 

.alternative theories regarding the relationship between educajclon and 

income and will' attempt to derive empirically, testable hypotheses ij^iich 

can distln^lsh between these. Such an aiialysls will have'direct relevance 

to the- design of Incom^ contingent < loan programs by providing a baltis for 

the^prediction of relative growth in the incomes of the colleg;e-educated 

over a period in which relative educational attainments are undergoing 

substantial change. Specif ically^ concern has been expressed that i with 

increases in the college-educateid proportion of the population p the Incomes 

oIe college graduates will decline relative to other incomes. Whether this 

concern is- warranted depends on the nature of t^e relationship between 

educaeion> income. and output* If It is warranted > the financial viability 

of income contingent loan programs based oh a simple extrapolation of 

past rates of college ^graduate Income growth could be seriously 'impaired . 

Vlhile the conservative biases in Yale TPO would tender -'it virtualljy Immune 

from such an effect, It could be of great p<)tential significance to a 

publicly sponsored program. ^ ^ ^ 

The second promitient justification for much^f^ c^^ F^^j^^y 

existence of serious capital market imperfections 1 Because the benefits 

of higher education ^ncreased incomes, non-pecuniary life-Style benefits, 

etc.) accrue over the full course of an individual's life, restrictions 



on the ability to sinllarly redistribute t^e costs of education may 



That thes^ft restrictions on 
has been veil documented: 



also lead to significant under*lnvestment» 
Student access to capital jaarkets do exist 
Loans for educational purposes are often n(|t available at all» and when 
they are available^ the confinement to relatively short repayment periods 
doed little to permit a student to distribuitf his repaymtiht in accordance 



with the llletime flow of benefits ^f the ejducatlonal investment • 

The ibost invidious aspect of these capital market imperfections is 

that they fall most heavily on students (an^ potential students) from 

low- income families* Directly or lad irectlj^, students from wealthier 

families do have access/^to. capital markets ^hrough the family^ either* 

by drawing upon future inheritances or by e:|cchanglng partial support of 

^ k ' ' * ' ^ ' ■ ^ ' \ ' ^ \ ■ 

parents later for educational funds currently* However /the student whos) 

: r \ ; ^ . ^ \ ' ..' ■ r.--'- ^ 

family has no wealth upon which he can drawj^is very advei^sely affected 
the severe inadequacy. of cofaaercially available (extra ^family) capital* 
Thus, inadequate capital markets would be eipected to have quite discri-^ 
minatory consequences for the composition ok -the student population. 

A related Imperfection Involves the student *s inability to insure 
against the risk of significantly less thanj **expected" income* On 
average, clearly, higher education rei^lts jln higher income, although 
the precise nature of this relationship may be debateable* However, « 
for any individual the benefits of an education oay be above or below 
aveirage. If the student (or potential student) weights the chance of a 
lower than average Income more heavily than an equal chance of a highet 
Income, i.e. In the terns of the economist,; If he is risk averse, then 



he nay again undertake lesa education thtn is dealt <^ble. Th^a might 
be particularly true i£ he were forced to borrow heavily and repay a 
fixed' debt regardleaa of income* One solution to thia problem is to ^ 
4>ool the ri6ki|p of . a group of atudehta^ inauring each participant that 
hid education will hav^ at leaat some minimal payoff. A pr>ogram such 
aa TPO effectively does provide a limited form of income insurance^ 
guaranteeing at. least' t;^t an individual *8 loan repayment will be less 
should he experience a lover^than-average Income. * 

The income insurance aspects of injcome contingent loans huve 
often been Mentioned In the literature* However, very little concrete ^ 
attentit>n has been devoted to the optimal desigi^ of such instruments 
for .various populationa of potential borrowers or to the degree of benefit 
any given Variant provides to a specified group of borrowers, "^he theo- 
^retic Analyais of these issues Is currently being pursued and should ^pro- 
vide valuable insight into the design of programs for borrowing populations 
significantly different from or more diverse than Yale^s. 

This leads to the third prliniar3^;JujBtif i^^ public 

and inst^tutioiiat^j>ol^^ The income distributional argument that students 

- ... — — , . ■ ' / ^ ■ ■ 

from low-income families are induced by a complex of «ocio-economlc factors 
t9 under<*inve8t in education and that tuition and financial aid policies 
should be designed to compensate for these distortions in the student's 
citcumstances and perceptions. A-maJor factor in this complex is an 
alleged pessimism regarding the probable benefits of additional education, 
i.a. the atudent underestimates the increase in income which is likely 
to result. Coupled with thia is alsp thought to be a greater aversion 



to rlak, or fear of the failure of the educational Investment to pay *^ 
off. 

The" enlargenenf of capital market (ind income Insurance opportunities 
throMgh such devices as TPO oWiously doea nbt serve to meet the Issues^ 
«raised by externalities. However, such development! represent slgnifi- 

, . ' * ■» *•■■■, 

cant steps for dealing with the problem of^under-investment dUe to cat>- 
\^ltal market foilurea and riisk aversion, AM, as indicated ab<^e, the 
most Important benefits of these Improycments should ..accrue to lower in-' 
come students, whose 'educa.tlonal decisions we are most concerned with 
Influencing. \ ^ » , * 

. ■ " . ■ ■ > ■ . V 1 . , • ■ 

While we cannot directly observe the effectp Qf TPO on tl^ level of 
■ ■ • Y .■ ■ ■ ' . "■ ■ ' ■ / , 

educational Investment current Yale students are willing to undertake, 

it is possible td\ Infer the potential significance of such an Instrument 
by examining the degree to which student budgets are altered by its 
Introduction. Differential responV^es by different classes of students, 
*.g. Income groups, wlil prbyide the first quantitative evidence of the 
distortions created .by capital and . insurance market Imperfections. 
Specifically, observed* res^^ses. of students to TPO will permit the 
assessment of: ' , : 

1. Uncertainties regarding future income and attituded toward 

'4 ' ' ■ ; ■ 

risk.. Of particular interest will be the Variations in income expecta- 

t Ions and attitudes toward risk over tiae (as majors are chosen^ 

, " ^ . ■ 

i)ost -graduate >lans become firmer, etc.) and over students (socio-' 

■ ' ■ * . ; " . 

economic characteristics). By eixamlnlng student behavior prior fo 

Yale's simultaneous Introduction of TPO and Increase in tuition, It 



will possible to de<^;ap08e the resultant :u(crea8e in IjorVowin; into 
that component due to the tuition increaiBe alone and that part due to \ 
the specific terms of TPO* The latter will pA^vide a,n index of the 
relative importance of thfs enlargement in borrowing oppor^nlties to 

different classes of stuidents. 

^ ■ " "^^^ • . - . ... ■ 

^2. Relative income prospects 6f TPO borrowers^ A major issue in 

the design and Implementation of an ii(^come contingent. loan program is 



the degree of ^elfr^selection aflk|ng potential borrowers. By identifying 
the demands for both, contingent aind non-contingent loans on the part of ' 
different classes of studentiSi it wi^ be' possible to assess' the relative 
income prospects of TPO borrowers as a group* Ibis will^proyide the 

■ ■ , a 

first quantitative evidence concerning the significance of adverse 

. ■ ■. ' ' . - ' " ' ■ ' . ' ^ . ' ' ■"■ " 

selection* . . . 

. 3. The financial constraints faced by different classes of students 
A major difficulty encountered in evaluating current financial aid poll- 
cies is the inability to identify the real financial constraints faced 
by students. "The increase' in tuition which accompanied the introduction 
of TPO will permit' the Identification of these constraints. The funda- 
mental question is the degree to which current tuition and aid policies 
actually result in a I'consumer surplus/' that is, provide benefits which 
do not affect a student *s educational decisions. Becsiise of the relativ 
irreversibility of educational decisions for those already enrolled, 
responses of current students (changes in budgets following the increase 
in tuition) can prov^ide only indirect evidence on thid[ score. Specifi- 
cally, differential increases in reliance on loans (conventional or 
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Income contingent) will serve tb pinpoint those groups relatlvel^r 
favored by current tdltiori-ald pollcled« In^addltloni changeis in the 

applicant and matriculant populations and in the poat^^baccalaureate 

. - . ' ' - * ■ ■ " - ■ ^. _ 

plans of current students will be examined for more ditect insight into 

^ ; ■ • ' ' ■ ^ . ^ ^ ■ 

this aspect of tuition and aid policVi 

^ To maximize the usefulness of these studies it will be necessary 
to supplement the information on student financial characteristics 
currently avails die t,hrough regul4r university sources* Unfortunately » • 
thitr information is adequate tor only about 50% of students in Yale 
College! those on financial aid. ^ The borrowing behavior of non-aid 
students, particularly in responaei^ to TPO, will provide ii^portant Yfor- 
mation on the impacts of '^nd prospects for alternative loan' programs. 
In addition/ information on this group, is necessary to the design of 
efficient and equitable tuition and flnanqldl aid policies. Sp^(:if lo- 
cally/ increased financial aids (i*e. Vowet net costs to some students) 
would be permitted wetcf tuition Increased • Thusi noijiiftally non-aid *f 
Students do implicitiy receive aid in the If orm of tuition lower thail i * 
would be Imposed under alternative tuit.lon-ald- regimes* Just as setae 

- * ■ - - ^ . , ■ ■„/ - * . ■ ., ' ' . ' .■ /. ^, : ■ . . ^ , ; 
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classes Of aid recipient's receive disproportionate benefits und^r 
curreht yolicies, this be true of s<^e classes of students not 

receiving aid. the bveral^(|iL88essment of current policies thus reqti ires 
the ^nalyVis of its consequences for both aid and non-aid students.' 

For these reasons we are currently designing .a comprehensive survey 
of the parents <if Vale College students not receiving financial aid* 
the survey 1^ intended to provide information concerhing the f Inanclal 



$tAtU8 o£ this group at least as detailed as tha^ currently available 
for students applying for aid. Because of the nature of the Information 
requested, the survey is planned to coincide with the Apfll 1973 tiling 

' -• ■■ ' ■ x' ■ ' ■ ■ ■ • , ... 

of 1972 income tax teturns. J the returned questlohalres (hopefully in 
exceas of 2000) should be processed ani avllabl^ for research use by 
early Junife 1973. ' 
" ; ' Parallel to and in concert with the 'cmplrlcal analysis, of the 
cbnaTequences of TP6» significant effort Will be devoted to the development 
of a geheral conceptual-theoretic scheaui which will permit thcf translation 
of the findings into the concrete^evalua^lon of alternative public and 
institutional rpollctlea. in particular, we will be concerned with the 
role of capital market instruments (of the TPO variety and others) In^a 
coherent higher education policy. j 

Clearly, If the only concern of policy were the composition of the - 
at^deriLt population I e.g. equal representstion 'of different income groups 
hplding "ability" cbristahtv this cpu3^ be achieved by an :at>propriate 
syst^ of differential prices, of the sort Implied by current tuition- 
aid policies of private inatitutions. ^If a particular group were under^ 
represanted, th la could be corrected by a sufficient lowering of the price 
to thia gJTOup (possibly even charging a negative ptlce, f.e. paying people 
to attend); and/or ra lading of prices charged other groups. ' 

Howeveri glyen a co^t constraltit (total revenue from all groups at 
least equal to total cost) , this syst^ tAight ^result in an undesirable 
total amount pt educa||<>n prbyided. thus, if the lev al of enrollments 
is also a concern of policy, thi^n additional Instrumehta are necessary; 



the ability to price discriminate la Insufficient to achieve the^ 
objectives of policy « lOvthls situation, the additional Instrument 
of subsidy would penult the achievement of the objectives of policy* 
Subsidies .would permi^t changes In the levels of all prices to achieve 

the desired level of enrollment » while price variations would serve to 

' " \ - ' ' ■ ' ' ' ■ ■ ^ ' ' ' ' ■ ' ^ * ■ ■ ' . * ■ 

generate tn6 desired composition of enrollment i , 

• In brief i Although capltaliaarket Imperfections (and other facjtors) 

may have undesirable consequences for the level and/or distribution of 

educational Investment: I one Inearis of .compensating for these Is to directly. 

' 9 ^ - ■■■^ ' ■ ' . . " .'■ ;■ ■ 

alter prl^^es and henbe behavior. Whyi It might be asked » should the more 

Indirect Und po ss lb Ij^ Inadequate) route of correcting underlying cap* 

Ital mairket distortions be pursued? ' 

Three answers to this question can be Indicated • first p the direct 

route Involved subs^tii and suSsldl^s must be flnahted/ Private (and 

to a lesser c^ent publlt) Instit^^ 

' mentd and gifts p but tl^se source^ are limited and may thus be Insuffi-- , 

cient for the achievement of enrollment level /compositiort Objectives; 

Public institutions rely primarily on appropriated public funds which 

are dlso llmitedV |p addition^ these funds are generated hy a tax system 

which may distribute the burden of subsidization^ in a particularly 

undeairkble manner, ^ \ 

Perhaps ttpre Important subsidization 

may expoe^ the higher educaC ion syat^ to undesirable degreea of political 

influence a^ interference j thusi the cohtlnued^ existence of relatively 

unsubsl^lzed private higher education may serve to protect both'^publlt . , 
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and private education from the advevae effects Qf political control. 
Thus, the direct public sub8idiz|ic ion r6u^e is limited and nay involve 
other uiHlesirable consequences • • 

$econdly, recourse to the subsidization route Implies that the 
**correct'V outcome is known beforehatidi i«et that ttie questions of hoH 
much education ishpuld be provided and to whom can be unambiguously 
an49wered\ The serious probletv with ^thia route is that these questions^ 
have not /been satisfactorily answered and that significant disagreements 
exist concerning^ even the general nature of ^ the right ankswers. And 
furthermore, the translation of answers Into policies also involves ' 
risks: Although many different Individaala would agr^e on some fundamental 
objectives of ^policy ^ major disagreements exist toncernin^ the appropriate 
and effectiva means of achieving thecre; consider » for example » this ||eba tea 
over inat itutional subaidl^atio^P^hlch surrounded the 1972 federal higher 
education leg ialat ion. 

One difficulty clearly realdea In the fact that the objectives of. 
policy are mulil^f apeted > «9 the diecusaion above Of the three most 
coiaxK>n justifications Of public intrusion into higher education suggest a » 
When po^cy must compensate alo|^ "social benisfflta"' (exter- . 

nalities) / capital market Imperfections » soclo-ecOnomic^based. dls-*. 
tortionst the "correct^V course of action becomes terribly clouded. This 
la particularly troublesome when (after a long period of sacred standing) 
the public benefits argument '^^^ ^e ctitically queatloned and it 

la even suggested that these benefits may be negative rather thanspoal** 
tive. The Isolation of such potentielly devlslve dimensions of public 
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concern, by directly attacking the rbtot causes fcf such sources of 
distortions as capital market Imperfections , 8hj)uld permit the evo- 
lution of a more constructive public policy. Aid to the degree to 
which capital market improvements resujlt in consequential changes in 
the character of higher education (how many are jeducated, who is edu- 
fcated, and what types of education are d emended )j, the evidence of these 
tesponses may alter conceptlo^tf' of the other obj ectives of policy. 
T|i« empirical analyses described above cannot pr6vide definitive 
solutions to these issues, but they can serve as a basis for predicting 
the general directions and magnitudes of responses to alteriiatlve policy 
developnij^nts, p - | 



Endowment Policy and Inst Itutlbnfll Behavior i 

As the pteceeding discussion of differentia^ prices ^^^(^^^ 
and spbsidization suggests, ultimately tuition arid financial aid policies 
can;\ot be evaluated indeper^entl'y of other aspects of In9t4tut|(>(tal 
performance. Xh the case of a private Inst Itutlcjn this would InclW, ' 
amon$ others, constraints on and decisions regarding the t^ture, quality 
and quantity Of the product and the^relatlorishlpjOf the endowment ta^ , 
current institutional flictiyity. Endowment policies are particularly 
crucial because expenditure from, endowment enteri/as a primary wedge 
between 6ost8 and fees charged studentg.. Thus, An analysis of endowment 
poliiiles' serves as a useful initial fdc&s for ^'he broader study of 
instltutipnal' behai^iLor . Ai^ contrary to the ^presslon wllkch might 
derive from s superficial examination of th/ recent literature, the 



subject of endowment policy itself .has not been meaningfully explicated* 

The significance of a serious examination of eiidcWent policy within 
the larger context of institutional action la enhanced by the increasing 
pervasiveness of the no^-pr6f it Institution i a foni of organization into 
which eonyentlonal economic theor^r provides very little insight.'^ In a 
number of important areas of contemporary social copcenii a significant! 
if not predominant j rol^ is played by the private ^ non-profit ^**voluntary*^ 
institutipn. This Impojtance Is part iculatljr great beqa^ 
cehtration of not-for-profit organisations in a email number of rabidly 
expanding servicer secj;oifa, most notably higher education and health care • 
But beyond thesi' traditional bastions of non-profit activity new areas \ 
such as primary and secondary education and legal services may be revo*^ \ 
lutioniased as 'a result of public policies »6>g. educational vouchers » 
encoUrafl^ing the proliferation of this form of organisation* 
. The uni<)ui feature of the voluntary institution ii its quasi-public 
Vnature« recognized fij^^^^ by ^pvernment but in general; free of 

direct governmental intr^^^ decisions regarding the types of v 

services to be. provided or the terms of their availability • In fact 

the voJLuntary; sector collectively h^s often determine the ^quality and 

'i^^'' , ' ■ ■ • ' \ -' ' ' ■ : 

quantity of service to be offered and the me|t hods of f inane ing, and ^ this 

collective decision has |>een accepted, and enforced by government, 

Y A primary .source of the strength of the npn-profit instltution» its \ 

..-X^'-;/. • ■ • - - . ' \ / > ^ ^- ^ ■ 

source of independence and pdwer^ is the finah&ial suppprt and security 
of the end oyment|)|;rust« Originating in a private philanthropy encouraged 
by government > the endowment vmakes j^ossible a freedom from dependence on 



either private br public. support at any pdlnt In time. In effect^ the 

• ..• ' ■ * ^ - . : { ■ ■■ ■■ . ^ ■■ ; ■ ' . " 

endovment pet^lte the translatloi^ 6£ private, philanthropy of the past 
Into current or future actlvUtles, activities which mAy, or may not, V 

• encourage furthet pUbllc and private support » - From this p^ripectlyi^^*;-^ 
tlie activity of an endowed Institution is differentiated /fto!iti.^n5r^^^ 
philianthroplc activity! the :"conBminity chest by the toerpetAiation 
of the institution itself through time. Were these institutions required 
to dispose pf^ all contributions on a current basisv the very nature of ; 
the. institutions and of their activities would necessarily be altetreidt 

The fact of self-perpetuation renders the evaluation of Inatltutional 
perforniance very difficult*^ A virtually infinite number of temporal paths 

iot activity are conslsl^nt^wlth self -perpetuatipni and the question of 
the^'best" or "optimal", path ie of importance both^o the institution 
(e.g. its directors /employees I beneficiaries of its activity) and to 
the broader society which has created an environment favorable to its 
establishment' aod groW^th. 

Unfortunately, consistent ctiterla, for the evaluation of an endowed 
institution's activity do not exists Institutions themselves ate forced 
to rely;^^ on "rules of thumb" to determine the contribution Of the endow- 
ment^to the euppopt iof activity over tlme» witti such arbitrary rules as 
"preservation^ of cor pil^," /"consume only current Income" (inclusive or ' 
excluaive of capital gains}| or "consume /some constant fraction of 
portfolio value." Obviously » implicit in each (>f thelie rales is some < 

^^th of activity over time » but preclsely'how these paths differ or ' 
whether there ekist Other cleivMy dominant pat^ iaNeertalniy not • , / 




intuitively apparent. 

Similarly, public policy, which fosters the establishment of the 
epdovment v£a flvorable tax treatment of gifts and endowment income, has 
no criteria for public accbuntabiiity. , For exajip) i, It fs currently 
impossible to distinguish between an endowment which actually serves 
some socially r^cogni^ed end and one which simply iwkes possible the 
-'preservation of 'private control of wealth, control which would otherwise 
be^di^sipated by income, estate and gift taxes were assets not converted 
to tax exempt statun,- 

' The purpose of this facet of our research is the elaboration of a 

thepry of ^th^ endowed ihstltution, examining specifically the factors ' ' 

determining a) the levels of activity over time, b) the time path of the 

*n<l|iwment and of endowment support of current activity, and c) the time 

path of charges levi^ on successive cp^orts of beneficiaries. The 

*-analy«l^ Will expire alternative objective function^ undferlylng instltu- 

tional behavior, considering the efficiency and e<iuity characterlfltlcs 

of each within the context of a model embodyic^ the cost and d,ettand con- 

s,traints faced by Instituti'ons in various 'Wrket" settings. A very 

sinplifl^iid version of this ansly tic system has already been developed ^ 

(Stephen'P. breach, "Intergeneratlonll' Equity and the Optimal Endowment 

policy," ^lational Bureau of Economic Research working paper, l4^June - • 

19^, a revised version of which will be released shortly as a YHERp ' 

repotOi M^^^^ efforts will be focused upon the wmplete specification 
o| that .mpdel. 

Once the basic model is fuUy developed, the analysls^N^ be ex- 
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tended to take into account uncertainty regarding the future values of 
relevant variables » e.g. rates of return to endowment» rates of cost 
Increase and rates of change in demand parameters « On' this basis 
implications fot endovmetit portfolio policy can be drawn. 

Also relying on Ithe elaboration of a coaplete toodel is the issue 
of the relationship between the method by which current fees are paid, 
and the optimal paths of fees, endowment, endowment aupppirt and other 
variables.. Specifically, were the capabili?y to finance current fees 
out of futur^; beneficiary income to be created, e.g. via income. coa* 
tittgent^ans, this c^lght signifi^ntly affefet the level and/or time 
P^h of fees* Thus, the endowment policy research la not totally 
unrelated to bur immediate concern with capital market Innovations. 

To gauge the relevance of th*-theoretlc system to the explanation 
and evaluation of the behavior of contemporary endowed institutions, the 
model will be applied to a sample of Institutions, on the basis of 
deiaUe</ survey information. A preliminary survey of ten colleges and 
unlversltlea has^'air^ been undertaken, and th^ results of this effort, 
while not fully satisfactory, at least indicate the feasibility of 
empirical Implementation and the willlngnesa of institutions to cooperate 
In the research. , .^^^-^^ 

In later phases of, the research we intend to focus on the Issues 
of public accountability of endowed institutions, oft the relevance of the 
analysis to public higher education policy (paraliels between lendowment 
support and direct public subsidization, an issue tentatively discussed 
In Stephen Pi* Diresch, "Taxstloh and Fiscal StructureVTtpspecfcs and " 



Alternatives/' 17 October 1972, a paper prepared for the Office of the 

. ■ ■ r ■ • i ■ . ' 

§ecret4ry» U.S. Department of. Health, 4^ucatloi) and Welfare), and on 
the dissemination of the research ^results to public and Institutional 
policy makers • - 

We believe that this research Is Important both for the contribution 

I It can make to public and. Institutional policy » particularly In the area , 
of higher education, and for the extension of economic theory, both 

' positive and normative, to the nonrproflt sector « The long-standing 
Interest In this subject at Yale, focused on the University's non- 

endovment policies, should provide a very productive context for a 

■ - ■ . . . ■ . ' ■ *• ■ ' ■ ■ ■ / . . ' ' . 

continuing research effort. 

Higher Education In an EvQlutlonary Context 

With the exception of the study of graduate education financing, 
described belov, this facet of but research Is In the mo^t formative 
stage. In the pre^eedlng sections; higher education Is examined In Its 
current form And social-economic context, and student and Instltutl'onal 
behavior are analyzed, and evaliiated within these confines. Similarly, 
^the objectives of policy (public and Institutional) ijre deactlbed in 

terms of the current functions and character of the higher edu^ation^ 

■ ' . ' " ■ ■ ' ■ ' - " ■ . ■. * 

system. * 

Whlle^these confines are legitimate and appropriate for a wide 
range of cont^porary concerns » evidence Is rapidly accumulating that 

they. are Inadequate for the analysis of higher education over the longer 

• * " '■ ' . .* '\ . ■ • * ■ ' ' ' - ■ 

term, por a variety of social, economic and technological reasons, the 



. functlonft of higher education are neceasarily being altered, and these 

■ . ■ ■ ■ ■ ' 

changes In function are leading to, forcing {and -facilitating specific 
« * ^ t ion aectoif. Clearly,/Sthe aatute of 

these responses will be of crucial laportantje for the future character 
and performance of higher education. j 

The objective of this phase of the res^rch Is the identif icatioA 
of the forces for change operating on the higher education system, of 

•the responses of different components of th^ system to th?se forces. 

and of the implicatiorts of alternaliive pubu|c policies fpr the evolu- 
tlon of the higher education sector. From this perspective the 
orientation of the "conventional economics*' jof higher education may be 
counter-productive: Evaluating the 'efficiency and fequ it y characteristic a 
of system performance and of policy within the context of the status 
51UO may effectively blinder analysis to the juore important dynamic aspects 
of the system. , i i , v 

Consider two of the major issues which have been raised concerhlng 
the performance of the higher education eectdr: the eentinulng relati ve 
Increase in the Cost of higher education, ani the diacrlujlnatory pattern 
of ecrollments (even adjusting for ''acadenlc| ability'') . Within the 
confines Of thb exist ing structure of higher ieducet ion th^ sefcular rela- 
tlve Increase in costs is of ten argued to be! Inevltablo, and policlefi 
are sought which can accomodate those, Increases In cost. The possibility 
th4rthe <?ost8 of, education may be to a high! degree a fuhction of the 
current ^ih^titutionallasation of the higher .^Mcat ion process, aKd that 
this Institutionalization nay not belanutable, is never explicitly 



considered « 

Similarly I the nia^itude of foregone earnings is one of the 
primary explanations offered for^ the observed distortion in the socio- 
econoflilc cpmposition of the student population, and much of public 
policy has been designed to deal with this barrier to educational 
op^portunity/ But, again, alternative poliples are almost inevitably 
assessed vithlh the context of the status quo . 

At the Aeast, the failure to .consider the possibility of re-* 
structuring the higher education sector to avoid such undesirable 
consequences as secular relatiyfi cost increases and discriminatory 
access due to foregone earnings forecloses a number of options which 
may be socially superior to the policies which are in fa6t intiioduced* 
More serlpusly^ the policy responses to existing inadequaicles tW 
higher education system may themselves serve to Ineulste the system 
from forces fcr change and to preserve precisely thos^ elements of the 
status qgO j the consequences of which policy la designed to di^l«*^ 

In brief, policies which uncritically assume the perpetuation of 
the basic structure of education may in fact serve to insulate that 
structure from socially appropriate change* In reality, of course, - 
changes in th<^ nature df the post-secondary educational system are oc«- 
ciirrlng, as exeinplified by current concerns with continuing or recurrent 
education, the "university without walls,'* and similar phenomena* It is 

* These issuea a.re discussed in somewhat greater detsll in Stephen 
P. ptesch, "Bllndet'ed Economics: Higher Education and Public Ppl icy 18 
.July 1972, Working Paper W2--18^ Center for th^ Study of the City and Its 
Environment , Institution fpt Social and Policy Stud iea, Yale University; 
to be published in a forthcoming volume of the Panel on the Benefits of 
Higtiet.Educatidnt Board of Human Redoutces, National Academy of Sciences 
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the86 processes of change which mu^t be identified and explained if 
public ^ol,lcy for higher education is to be positively effective. 

The first substantial effort in this phase of our research is a ^ 
s^udy of graduate student financing^ undertaken for the National Board * 
on Graduate Education. * A major concern in this study is the changing 
context of graduates education and its Implications for potential gfad- 
uate students. ^ Such changes in the environment as discontinuous increases 
and declines in the growth rates of the undergraduate population and of 
research have clearly had pronounced consequences for graduate education.^ 
Partially in respon&e tp these ^'exogenous" shocks » but also responding 
to more far-reaching changes in techiio.logy and economic orgahizat^t>n9 the 
graduate education sector has undergone significant modification.' Again, 
policies Mi this area can be meaningfully developed only* if these pro^ ^ 
cesses of change are understood. The paper tentatively will focus on 
two polar policy alternatives, "enclave** and "decontrol", policies, the 
first directed c^t maintaining the dominant existing structure of ^grad- 
uate education^ the second recognizing the potently benefits of signifl- , 
cantly increasing the heterogeneity of post-bactalaureste education. It . 
Is anticipated that this study will lead very naturally to a general!-^ 
nation of the analysis to brdader areas of hig'her education. 



III. Organization 

The Vale Higher Education Research Project /although Initially 
established to study and ev^ate the Tuition Postponement Option and 
related University programs and policies » is organized Independently 
of previously existing Yale agencies. Informally related to the 
^nstitutlon for Social -and Policy Studies, the Project will report to 

an advisory committee drawn from the academic departments atid adminl- 

, ' <* ■ . ^ ' 

stratlon of the University, 

The Project! originally supported out of general unlvetslty fundsi 
now derives its primary financial support from the Alfred P. Sloan 
Foundation, Grants from other organizations^ both public and private, 
are currently being sought to permit the broadening of the research 
effort. ^ 
V . Staffing of the Project is antic lpat;ed to be drawn primarily from 
ithe faculty of the University* In addition, the Project will provide 
support for appropriate thesis research In related fieids. 

f ' In addition to the primary research activities which have been 
and will be undertaken, .the ProJec>t staff has and will continue to serve 
in a consultative, advisory role to the University administration and 
to other public and private groups concerned with the evaluation of 
existing programs and the dev^lbpment Qf new policy and program options. 



